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Important Changes for
1995

Standard mileage rate. The standard mile-
age rate for the cost of operating your car in
1995 is 30 cents per mile for all business
miles. See Standard Mileage Rate.

Limits on business cars. The total section
179 deduction and depreciation you can take
on a car that you use in your business and first
place in service in 1995 is $3,060. Your depre-
ciation cannot exceed $4,900 for the second
year of recovery, $2,950 for the third year of
recovery, and $1,775 for each later tax year.
See Depreciation Limits.

Important Reminders

Form 2106—-EZ. You may be able to use Form
2106-EZ to claim your employee car ex-
penses. See Form 2106-EZunder Completing
Forms 2106 and 2106—-EZin Chapter 5.



Limit on itemized deductions. If you are an
employee, you can deduct your business car
expenses as a miscellaneous itemized deduc-
tion on Schedule A (Form 1040). The deducti-
ble amount of your car expenses, along with
most of your other miscellaneous deductions,
is limited to the amount that exceeds 2% of
your adjusted gross income. Your total item-
ized deductions may be further limited if your
adjusted gross income is more than $114,700
($57,350 if you are married filing separately).
For more information, see the instructions for
Schedule A.

Introduction

This publication explains the rules for deduct-

ing expenses for the business use of your car.

These rules apply to employees and self-em-

ployed persons who use a car for local busi-

ness transportation or travel away from home.
To have deductible expenses, you may:

* Use your own car,
* Use aleased car (see Chapter 3), or

» Use an employer-provided car (see Vehicle
Provided by Your Employerin Chapter 5).

You must choose whether to deduct your
car expenses by claiming the standard mile-
age rate or using actual expenses. In either
case, it is important that you keep accurate
records of the business use of your car.

Employees use Form 2106 or 2106—-EZ
and Schedule A (Form 1040) to deduct these
expenses. Self-employed persons use Sched-
ule C, Schedule C-EZ, or Schedule F (Form
1040) to deduct these expenses. More infor-
mation on how to report your business car ex-
penses, including how to treat reimburse-
ments, is provided in Chapter 5. Examples and
filled-in forms are also provided to assist you in
deducting your own car expenses.

Vehicle provided by employer. If your em-
ployer provided you with the use or availability
of a vehicle, you received a fringe benefit.
Generally, your employer must include the
value of such use or availability in your income
as compensation. However, there are excep-
tions if the use of the vehicle qualifies as a
working condition fringe benefit or the vehicle
is a qualified nonpersonal use vehicle. Em-
ployers should see Chapter 4 of Publication
535, Business Expenses, for information on
fringe benefits.

A working condition fringe is any prop-
erty or service provided to you by your em-
ployer that you could deduct as an employee
business expense if you had paid for the prop-
erty or service. A qualified nonpersonal use
vehicle is any vehicle that is not likely to be
used more than minimally for personal pur-
poses because of the way it is designed.

For information on how to report your car
expenses that your employer did not provide
or reimburse you for (such as when you pay for
gas and maintenance for a car your employer
provides), see Vehicle Provided by Your Em-
ployerin Chapter 5.
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Useful Iltems
You may want to see:

Publication
[1225 Farmer's Tax Guide

[1463 Travel, Entertainment, and Gift
Expenses

[1535 Business Expenses

Form (and Instructions)

[11040 U.S. Individual Income Tax
Return

[] Schedule A (Form 1040)
Deductions

[ Schedule C (Form 1040) Profit or
Loss From Business

[ Schedule C-EZ (Form 1040) Net
Profit From Business

[ Schedule F (Form 1040) Profit or
Loss From Farming

Itemized

[12106 Employee Business Expenses

[12106-EZ Unreimbursed Employee
Business Expenses

[[14562 Depreciation and Amortization

Ordering publications and forms. To order
free publications and forms, call 1-800—-TAX-
FORM (1-800-829-3676). If you have access
to TDD equipment, you can call 1-800-829—
4059. See your tax package for the hours of
operation. You can also write to the IRS Forms
Distribution Center nearest you. Check your
income tax package for the address.

If you have access to a personal computer
and a modem, you can also get many forms
and publications electronically. See How To
Get Forms and Publications in your income tax
package for details.

Asking tax questions. You can call the IRS
with your tax question Monday through Friday
during regular business hours. Check your
telephone book or your tax package for the lo-
cal number or you can call 1-800-829-1040
(1-800—-829-4059 for TDD users).

1.

When Car
Expenses Are
Deductible

This chapter provides general guidelines
on when you may be able to deduct business-
related car expenses on your income tax
return.

Deductible car expenses include those
necessary to drive and maintain a car that you
use to go from one workplace to another. They
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do not include commuting expenses. Com-
muting expenses are the costs of driving your
car between your home and your regular
workplace.

There are two types of business use of a
car: expenses for travel away from home and
local business transportation. This publication
discusses how to deduct your business-re-
lated car expenses whether you are traveling
away from home or using your car for local
business transportation. If you have other
travel or transportation expenses, see Publi-
cation 463.

Travel away from home. You are traveling
away from home for business reasons if:

1) Your duties require you to be away from
the general area of your tax home (de-
fined next) substantially longer than an or-
dinary day’s work, and

2) You need to get sleep or rest to meet the
demands of your work while you are away
from home.

Your tax home is the entire city or general
area in which your main place of work or busi-
ness is located, regardless of where you main-
tain your family home. For more information
about your tax home, see Publication 463.

LocalBusiness
Transportation

You can deduct car expenses for local busi-
ness transportation if they are not commuting
expenses. (Commuting is discussed later in
this chapter.)

The following discussion applies to you if
you have a regular or main job away from your
residence. If your principal place of business is
in your home, see Office in the home, later.

Local business transportation is traveling
between two or more workplaces in the same
day or between your home and a temporary
work location. See Temporary work location
and Two places of work, later. Other examples
of deductible local business transportation in-
clude the costs of visiting clients or customers
or going to a business meeting away from your
regular workplace.

Illustration of local transportation. Figure A
illustrates the rules for when you can deduct
car expenses when you have a regular or main
job away from your residence. You may want
to refer to it when deciding whether you can
deduct your local business transportation
expenses.

Temporary work location. If you have one
or more regular places of business and com-
mute to a temporary work location, you can
deduct the expenses of the daily round-trip
transportation between your residence and
the temporary location. The temporary work
must be irregular or short term (generally a
matter of days or weeks).

If the temporary work location is beyond
the general area of your regular place of work,



and you stay overnight, you are traveling away
from home and may have deductible travel ex-
penses. See Chapter 1 of Publication 463 for
more information.

If you do not have a regular place of work,
but you ordinarily work at different locations in
the metropolitan area where you live, you can
deduct daily transportation expenses between
your home and a temporary work site outside
your metropolitan area. Generally, a metropol-
itan area includes the area within the city limits
and the suburbs that are considered part of
that metropolitan area. You cannot deduct
daily transportation costs between your home
and temporary work sites within your metro-
politan area. These are nondeductible com-
muting costs.

Two places of work. If you work at two
places in a day, whether or not for the same
employer, you can deduct the expense of get-
ting from one workplace to the other. How-
ever, if for some personal reason you do not
go directly from one location to the other, you
can deduct only the amount it would have cost
you to go directly from the first location to the
second. Transportation expenses you have in
going between home and a part-time job on a
day off from your main job are commuting ex-
penses. You cannot deduct them.

Armed Forces reservists. A meeting of an
Armed Forces reserve unit is considered a
second place of business if the meeting is held
on the same day as your regular job. You can
deduct the expense of getting to or from one
workplace to the other as just discussed under
Two places of work. You usually cannot de-
duct the expense if the meeting is held on a
nonworkday for your regular job. In this case,
your transportation is generally considered a
nondeductible commuting cost.

For reserve meetings held on
nonworkdays, you can deduct your daily
round-trip transportation expenses only if the
location of the meeting is temporary and you
have one or more regular places of work.

If you ordinarily work in a particular metro-
politan area but not at any specific location
and the reserve meeting is held at a temporary
location outside that metropolitan area, you
can deduct your daily transportation
expenses.

If you travel away from home overnight to
attend a guard or reserve meeting, you can de-
duct your travel expenses. These include the
costs of your meals, lodging, and your round-
trip transportation between your home and the
meeting site. For more information, see Chap-
ter 1 of Publication 463.

Commuting Expenses

You cannot deduct the costs of driving a car
between your home and your main or regular
place of work. These costs are personal com-
muting expenses. You cannot deduct com-
muting expenses no matter how far your home
is from your regular place of work. You cannot
deduct commuting expenses even if you work
during the trip.

Figure A. When Are Local Transportation Expenses Deductible?
(Do not use this chart if your home is your principal place of business.

See Office in the home.)

Oeb @Q‘}g&d Temporary
& work location
Never deductible

outside your metropoiitan area.

—T11
-

Second job

Home: The place where you reside. Transportation expenses between your home
and your main or regular place of work are personal commuting expenses.

Regular or main Job: Your principal place of business. If you have more than one
job, you must determine which one is your regular or main job. Consider the time you
spend at each, the activity you have at each, and the income you earn at each.

Temporary work location: A place where your work assignment is irregular or
short-term, generally a matter of days or weeks. Unless you have a regular place of
business, you can only deduct your fransportation expenses to a temporary location

Second Job: If you regularly work at two or more places in one day, whether or not
for the same employer, you can deduct your transportation expenses of getting from
one workplace to ancther. You cannot deduct your transportation costs between your
home and a second job on a day off from your main job.

Example. You had a telephone installed in
your car. You sometimes use that telephone to
make business calls while commuting to and
from work. Sometimes business associates
ride with you to and from work and you have a
business discussion in the car. These activi-
ties do not change the trip from commuting to
business. You cannot deduct your commuting
expenses.

Car pools. You cannot deduct the cost of us-
ing your car in a nonprofit car pool. Do not in-
clude payments you receive from the passen-
gers in your income. These payments are
considered reimbursements of your expenses.
However, if you operate a car pool for a profit,
you must include these payments from pas-
sengers in your income, and you can deduct
your car expenses (using the rules in this
publication).

Chapter1 WHEN CAR EXPENSES ARE DEDUCTIBLE

Hauling tools or instruments. If you haul
tools or instruments in your vehicle while com-
muting to and from work, this does not make
your commuting costs deductible. However,
you can deduct additional costs, such as rent-
ing a trailer that you tow with your vehicle, for
carrying equipment to and from your job.

Advertising display on car. The use of your
car to display material that advertises your
business does not change the use of your car
from personal use to business use. If you use
this car for commuting or other personal uses,
you cannot deduct your expenses for such
uses. Commuting or personal expenses are
not deductible.

Union members’ trips from a union hall. If
you get your work assignments at a union hall
and then go to your place of work, these costs
are nondeductible commuting expenses.
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Example. You are a banquet waitress who
works at several locations in your hometown
area. You must appear at the union hall to re-
ceive your work assignment for the day. Al-
though you need the union to get the job, you
are employed where you work, not where the
union hall is located. You cannot deduct the
trips from your union hall to your place of work.

Parking fees. You cannot deduct fees you
pay to park your car at your place of work.
They are nondeductible commuting expenses.

Office in the home. If you have an office in
your home that qualifies as a principal place
of business, you can deduct your daily trans-
portation costs between your home and an-
other work location in the same trade or busi-
ness. (See Publication 587, Business Use of
Your Home, for information on determining if
your home office qualifies as a principal place
of business.)

If your home office does not qualify as a
principal place of business, follow the general
rules explained earlier.

Examples of Deductible Local
Transportation

The following examples illustrate when you
can deduct local transportation expenses
based on the location of your work and your
home.

Example 1. Your office is in the same city
as your home. You cannot deduct the cost of
transportation between your home and your
office; this is a personal commuting expense.
You can deduct the cost of round-trip trans-
portation between your office and a client’s or
customer’s place of business.

Example 2. You regularly work in an office
in the city where you live. Your employer
sends you to a one-week training session at a
different office in the same city. You travel di-
rectly from your home to the training location
and return each day. You can deduct the cost
of your daily round-trip transportation between
your home and the training location.

Example 3. Your principal place of busi-
ness is in your home. (The rules for “principal
place of business” are discussed in Publica-
tion 587, Business Use of Your Home.) You
can deduct the round-trip business-related lo-
cal transportation expenses between your
qualifying home office and your client’s or cus-
tomer’s place of business. You can only de-
duct expenses for business transportation.

Example 4. You have no regular office,
and you do not have an office in your home. In
this case, the location of your first business
contact is considered your office. Transporta-
tion expenses between your home and this
first contact are nondeductible commuting ex-
penses. In addition, transportation expenses
between your last business contact and your
home are also nondeductible commuting ex-
penses. Although you cannot deduct the costs
of these trips, you can deduct the costs of go-
ing from one client or customer to another.
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2.

What Car
Expenses Are
Deductible

This chapter discusses what deductions
you can claim for the business use of your car.
Most persons can choose to use the standard
mileage rate or the actual expenses of operat-
ing their car. Both methods are discussed in
this chapter.

Whether you use the standard mileage rate
or actual expenses, you must maintain records
to show the business use and total use of your
car as well as its cost. See Chapter 4 for more
information on recordkeeping.

Tax incentives for clean-fuel vehicles. You
may be entitled to a tax credit for an electric
vehicle or a deduction from gross income for a
part of the cost of a clean-fuel vehicle if you
place one of these vehicles in service after
June 30, 1993. The vehicle must meet certain
requirements, and you do not have to use it in
your business to qualify for the credit or the de-
duction. However, you must reduce your basis
for depreciation of the clean-fuel vehicle prop-
erty by the amount of the credit or deduction
you claim. See Depreciation Deduction, later.
For more information on clean-fuel vehicles,
see Chapter 15 of Publication 535, Business
Expenses.

Standard Mileage Rate

You may be able to use the standard mileage
rate to figure the deductible costs of operating
your car, van, pickup, or panel truck for busi-
ness purposes.

For 1995, the standard mileage rate is 30
cents a mile for all business miles (45 cents a
mile for U.S. Postal Service employees with ru-
ral routes). These rates are adjusted periodi-
cally for inflation.

If you choose to take the standard mileage
rate, you cannot deduct actual operating ex-
penses. These include depreciation, mainte-
nance and repairs, gasoline (including gaso-
line taxes), oil, insurance, and vehicle
registration fees.

You generally can use the standard mile-
age rate whether or not you are reimbursed
and whether or not any reimbursement is more
or less than the amount figured using the stan-
dard mileage rate. See Chapter 5 for more in-
formation on reimbursements.

Choosing the standard mileage rate. If you
want to use the standard mileage rate for a
car, you must choose to use it in the first year
you place the car in service in business. Then
in later years, you can choose to use the stan-
dard mileage rate or actual expenses.

Chapter2 WHAT CAR EXPENSES ARE DEDUCTIBLE

If you choose to use the standard mileage
rate, you are considered to have made an
election not to use the depreciation methods
discussed later. This is because the standard
mileage rate allows for depreciation. You also
cannot claim the section 179 deduction (dis-
cussed later). If you change to the actual ex-
penses method in a later year, but before your
car is considered fully depreciated, you have
to estimate the useful life of the car and use
straight line depreciation. See the exception in
Methods of depreciation under Depreciation
Deduction, |ater.

Standard mileage rate not allowed. You
cannot use the standard mileage rate if you:

1) Do not own the car,
2) Use the car for hire (such as a taxi),

3) Operate two or more cars at the same
time (as in fleet operations),

4) Claimed a deduction for the car in an ear-
lier year using:

a) ACRS or MACRS depreciation (dis-
cussed later), or

b) A section 179 deduction (discussed
later).

Two or more cars. If you own two or more
cars that are used for business at the same
time, you cannot take the standard mileage
rate for the business use of any car. However,
you may be able to deduct a part of the actual
expenses for operating each of the cars. See
Actual Car Expenses for information on how to
figure your deduction.

You are not using two or more cars for
business at the same time if you alternate us-
ing (use at different times) the cars for
business.

The following examples illustrate the rules
for when you can and cannot use the standard
mileage rate for two or more cars.

Example 1. Marcia, a salesperson, owns a
car and a van that she alternates using for call-
ing on her customers. She can take the stan-
dard mileage rate for the business mileage of
the car and the van.

Example 2. Tony uses his own pickup
truck in his landscaping business. During
1995, he traded in his old truck for a newer
one. Tony can take the standard mileage rate
for the business mileage of both the old and
the new trucks.

Example 3. Chris owns a repair shop and
an insurance business. He uses his pickup
truck for the repair shop and his car for the in-
surance business. No one else uses either the
pickup truck or the car for business purposes.
Chris can take the standard mileage rate for
the business use of the truck and the car.

Example 4. Maureen owns a car and a
van that are both used in her housecleaning
business. Her employees use the car and she
uses the van to travel to the various custom-
ers. Maureen cannot take the standard mile-
age rate for the car or the van. This is because
both vehicles are used in Maureen'’s business
at the same time. She must use actual ex-
penses for both vehicles.



Interest. If you are an employee, you cannot
deduct any interest paid on a car loan. This ap-
plies even if you use the car 100% for busi-
ness as an employee.

However, if you are self-employed and use
your car in your business, you can deduct that
part of the interest expense that represents
your business use of the car. For example, if
you use your car 50% for business, you can
deduct 50% of the interest on Schedule C
(Form 1040). You cannot deduct the rest of
the interest expense.

Personal property taxes. If you itemize your
deductions on Schedule A (Form 1040), you
can deduct on line 7 state and local personal
property taxes on motor vehicles. You can
take this deduction even if you use the stan-
dard mileage rate or if you do not use the car
for business.

If you are self-employed and use your car
in your business, you can deduct the business
part of state and local personal property taxes
on motor vehicles on Schedule C, Schedule
C-EZ, or Schedule F (Form 1040).

Parking fees and tolls. In addition to using
the standard mileage rate, you can deduct any
business-related parking fees and tolls. (Park-
ing fees that you pay to park your car at your
place of work are nondeductible commuting
expenses.)

Sale, trade-in, or other disposition. If you
sell, trade in, or otherwise dispose of your car,
you may have a gain or loss on the transaction
or an adjustment to the basis of your new car.
See Disposition of a Car, later.

Actual Car Expenses

If you do not choose to use the standard mile-
age rate, you may be able to deduct your ac-
tual car expenses. If you qualify to use both
methods, figure your deduction both ways to
see which gives you a larger deduction.

Actual car expenses include the costs of:

Depreciation Lease fees Rental fees
Garage rent Licenses Repairs
Gas Qil Tires
Insurance Parking fees Tolls

If you have fully depreciated a car that you
are still using in your business, you can con-
tinue to claim your other operating expenses
for the business use of your car. Continue to
keep records, as explained later in Chapter 4.

How to report your car expenses is ex-
plained in Chapter 5.

Business and personal use. If you use your
car for both business and personal purposes,
you must divide your expenses between busi-
ness and personal use.

Example. You are a sales representative
for a clothing firm and drive your car 20,000
miles during the year: 12,000 miles for busi-
ness and 8,000 miles for personal use. You
can claim only 60% (12,000 + 20,000) of the

cost of operating your car as a business
expense.

Employer-provided vehicle. If you use a ve-
hicle provided by your employer for business
purposes, you can deduct your actual un-
reimbursed car expenses. You cannot use the
standard mileage rate if you do not own the
car. See Vehicle Provided by Your Employerin
Chapter 5.

Interest on car loans. If you are an em-
ployee, you cannot deduct any interest paid on
a car loan. This interest is treated as personal
interest and is not deductible. If you are self-
employed and use your car in that business,
see Interest, earlier, under Standard Mileage
Rate.

Taxes paid on your car. If you are an em-
ployee, you can deduct personal property
taxes paid on your car if you itemize deduc-
tions. Enter the amount paid on line 7 of
Schedule A (Form 1040).

You cannot deduct luxury or sales taxes,
even if you use your car 100% for business.
Luxury and sales taxes are part of your car’'s
basis and may be recovered through deprecia-
tion. See Depreciation Deduction, later.

Fines and collateral. Fines and collateral for
traffic violations are not deductible.

Casualty and theft losses. If your caris dam-
aged, destroyed, or stolen, you may be able to
deduct part of the loss that is not covered by
insurance, whether or not you used your car
entirely for business. See Chapter 25 in Publi-
cation 334, Tax Guide for Small Business, for
more information on figuring the loss on a car
used for business. If your car is used partly for
personal purposes, see Publication 547, Non-
business Disasters, Casualties, and Thefts, for
information on deducting the part of the loss
for that personal use.

Depreciation. Generally, the cost of a car,
plus sales tax, luxury tax, and improvements,
is a capital expense. You can recover this cost
by claiming a section 179 deduction (the de-
duction allowed by Section 179 of the Internal
Revenue Code) and/or a depreciation deduc-
tion. In other words, you recover the cost over
more than one year by deducting part of it
each year. The section 179 deduction and the
depreciation deduction are discussed later.

Generally, there are limits on both of these
deductions, and special rules apply if you use
your car 50% or less in your work or business.

You can claim a section 179 deduction and
a depreciation method other than straight line
only if you do not use the standard mileage
rate to figure your business-related car ex-
penses in the year you first place a car in ser-
vice. If you take either a depreciation deduc-
tion or a section 179 deduction in the year you
first place a car in service, you cannot take the
standard mileage rate on that car in any future
year.

Car defined. For depreciation purposes, a
car is any four-wheeled vehicle that is made
primarily for use on public streets, roads, and

Chapter2 WHAT CAR EXPENSES ARE DEDUCTIBLE

highways. It must have an unloaded gross ve-
hicle weight of 6,000 pounds or less. A truck or
van is included in the definition only if it has a
gross vehicle weight of 6,000 pounds or less.
A car includes any part, component, or other
item that is physically attached to it or is tradi-
tionally included in the purchase price.
A car does not include:

1) An ambulance, hearse, or combination
ambulance-hearse used directly in a busi-
ness, and

2) Avehicle used directly in the business of
transporting persons or property for com-
pensation or hire.

If your vehicle does not meet this defini-
tion, see Publication 946, How To Depreciate
Property, for information on how to depreciate
your vehicle.

Section 179 Deduction

The section 179 deduction allows you to elect
to treat part or all of the business cost of a car
as an expense rather than taking depreciation
deductions over a specified recovery period.
As an expense, the section 179 amount is de-
ductible only in the year the car is placed in
service. For this purpose, “placed in service”
means the year you first use the car for any
purpose. A car first used for personal pur-
poses cannot qualify for the deduction in a
later year when its use changes to business.

Example. In 1994 you bought a new car
and placed it in service for personal purposes.
In 1995 you began to use it for business. The
fact that you changed its use to business use
does not qualify the cost of your car for a sec-
tion 179 deduction in 1995. However, you can
claim a depreciation deduction for the busi-
ness use of the car in 1995. See Depreciation
Deduction, later.

Limits. There are limits on:

1) The total cost of property qualifying for a
section 179 deduction, and

2) The total amount of the section 179 de-
duction plusthe depreciation deduction
(discussed later).

Limit on cost of qualifying property.
Generally, you can elect to treat up to $17,500
of the cost of qualifying property as a section
179 deduction in 1995. The yearly limit, how-
ever, depends on the percentage of business
use, and you must use the property more than
50% for business in order to claim any section
179 deduction.

Example 1. Peter purchased a car in 1995
for $4,500 and he used it 60% for business.
The total cost of Peter’s car that qualifies for
the section 179 deduction is $2,700 ($4,500
cost x 60% business use). But see Limit on
total section 179 and depreciation deductions,
discussed next.

Example 2. Suzan placed a car in service
in 1995 and did not use the car more than 50%
for business that year. She is not allowed a
section 179 deduction for the car. This is true
even if she uses the car more than 50% for
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business in a later year. See Car Used 50% or
Less for Business, later in this chapter, for
more information.

Limit on total section 179 and deprecia-
tion deductions. The total amount of section
179 deduction plus depreciation deduction
that you can claim for a car that you place in
service in 1995 cannot be more than $3,060.
The limit is reduced if your business use of the
car is less than 100%. See Depreciation Lim-
its, later, for more information.

Example 3. Peter, in Example 1, earlier,
had a car with a qualifying cost of $2,700 for
his section 179 deduction. However, Peter is
limited to a total section 179 deduction plus
depreciation deduction of $1,836 ($3,060 limit
x 60% business use).

Example 4. You buy a car and place it in
service on March 1, 1995. You use the car
70% for business. Your total section 179 de-
duction and depreciation deduction cannot be
more than $2,142 (70% x $3,060).

Cost of car. The business cost of the car for
purposes of the section 179 deduction does
not include any amount figured by reference to
any other property held by you at any time. For
example, if you buy a new car to use in your
business, your cost for purposes of the section
179 deduction does not include the adjusted
basis of the car you trade in for the new car.

Basis of car. The amount of the section
179 deduction reduces the basis of your car. If
you elect the section 179 deduction, you must
reduce the basis of your car before you figure
your depreciation deduction.

Generally, electing a section 179 deduc-
tion gives you a larger total deduction (depre-
ciation plus section 179 deduction) in the first
year. Not electing it gives you a larger depreci-
ation deduction in the subsequent years.

Example. On January 3, 1995, Stella
bought a car for $12,000, including sales tax,
to use exclusively in her delivery business.
She paid $9,000 cash and received $3,000 in
trade for her old car (also used in her busi-
ness). The adjusted basis of her old car was
$3,000.

Stella’s cost of the new car is $9,000 for
purposes of section 179. Her basis for depre-
ciation would be $12,000 if she does not elect
section 179. The total of her section 179 and
depreciation deductions is limited to $3,060,
the first year maximum. If she does not elect
section 179, her depreciation deduction, using
the MACRS method (discussed later), would
be $2,400 [$12,000 basis x 20% (double de-
clining balance rate)] from Table 1, explained
later.

When to elect. If you want to take the section
179 deduction, you must make the election in
the tax year you both purchase the car and
place it in service for business or work. Em-
ployees use Form 2106 to make this election
and report the section 179 deduction. All
others use Form 4562. Make your election by
taking the deduction on the appropriate form
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and file it with your original tax return. You can-
not make the election on an amended tax re-
turn filed after the due date (including exten-
sions). Once made, the election can be
changed only with the consent of the Internal
Revenue Service (IRS).

Reduction in business use. To be eligible to
claim the section 179 deduction, you must use
your car more than 50% for business or work
in the year you acquired it. If your business use
of the car is 50% or less in a later tax year dur-
ing the recovery period, you have to include in
income in that later year any excess deprecia-
tion. Any section 179 deduction claimed on
the car is included in calculating the excess
depreciation. For information on this calcula-
tion, see Excess depreciation later in this
chapter under Car Used 50% or Less for
Business.

Dispositions. If you dispose of a car on which
you had claimed the section 179 deduction,
the amount of that deduction is treated as a
depreciation deduction for recapture pur-
poses. Any gain on the disposition of the prop-
erty is treated as ordinary income up to the
amount of the section 179 deduction and any
depreciation you claimed. For information on
the disposition of depreciable property, see
Chapter 4 of Publication 544, Sales and Other
Dispositions of Assets.

Depreciation Deduction
If you use a car in your business, you can claim
a depreciation deduction: that is, you can de-
duct a certain amount each year as a recovery
of your cost or other basis in the car. You can-
not use the standard mileage rate if you de-
cide to take a depreciation deduction in the
year you first place the car in service.

You generally need to know three things
about the car you intend to depreciate. You
must know:

1) The car's basis,

2) The date the car was placed in service,
and

3) The method of depreciation you will use.

Basis. The car’s basis for figuring deprecia-
tion is your original basis reduced by:

1) Any section 179 deduction (discussed
earlier in this chapter),

2) Any clean-fuel vehicle deduction (dis-
cussed in Publication 535), and

3) Any qualified electric vehicle credit (dis-
cussed in Publication 535).

The original basis of property you buy is usu-
ally its cost. Additional rules concerning basis
are discussed later in this chapter under Unad-
Justed Basis.

Placed in service. A car generally is placed in
service when it is available for use in your work
or business, in the production of income, or in
a personal activity. Depreciation begins when
the car is ready for use in your work or busi-
ness or for the production of income.

Chapter2 WHAT CAR EXPENSES ARE DEDUCTIBLE

For purposes of computing depreciation, if
you first start using the car entirely for per-
sonal use and later convert it to business use,
the car is treated as placed in service on the
date of conversion. Your basis is the lesser of
the fair market value or the car’s adjusted ba-
sis on the date of conversion.

Car placed in service and disposed of in
the same year. If you place a car in service
and dispose of it in the same tax year, you can-
not claim any depreciation deduction for that
car.

Methods of depreciation. Generally, one
depreciation system is available for cars
placed in service after 1986: modified acceler-
ated cost recovery system (MACRS). MACRS
rules for cars are discussed later in this
chapter.

Exception. If you used the standard mile-
age rate in the first year o